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Mission STATEMENT 


The corporate mission of Courage Energy Inc. is to create and continually increase value for its shareholders 


in the oil and natural gas business. While aggressively building on its financial strength with a focussed busi- 


ness plan to create a sustainable and profitable company, Courage will conduct business operations with 


integrity and respect for its employees, stakeholders, and assets in the most socially acceptable, environmen- 


tally responsible and regulatory compliant manner. 
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CORPORATE PROFILE 

Courage Energy Inc. is a dynamic junior oil and 
natural gas company. Its principal business 1s the 
exploration, development and production of oil and 
natural gas. 

Courage has demonstrated strong operational and 
financial performance since its inception in 1995. 
The Company is committed to enhancing share- 
holder value through exploration and development 
drilling. The Company’s focus areas in Canada are 
in Alberta and British Columbia and internationally 
include onshore United Kingdom, France and 
Denmark. At December 31, 1999 the Company 
had 25,357,467 common shares outstanding that 
trade on The Toronto Stock Exchange under the 


symbol CEO. 
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ANNUAL MEETING OF SHAREHOLDERS 

Courage Energy Inc. is pleased to invite its share- 
holders and other interested parties to attend its 
Annual and Special Meeting to be held in the 
Viking Room, Calgary Petroleum Club, 319 — 5th 
Avenue S.W., Calgary, Alberta on Wednesday, May 
31, 2000 commencing at 11:00 a.m. For those 
shareholders unable to attend the meeting, please 


complete and return your Form of Proxy. 
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Corporate Highlights 


FINANCIAL 1999 1998 Change 
Revenue, oil and gas ($) 29,461,305 12,443,678 + 137% 
Cash flow from operations ($) 14,420,856 5207025 + 161% 
Cash flow per share ($) Wea 0.24 + 137% 
Earnings ($) 5,035,096 LO1C;875 + 398% 
Earnings per share ($) 0.20 0.04 + 400% 
Shareholders’ equity ($) 31,375,868 26,820,932 =H B76 
Capital expenditures ($) 20,556,467 16,146,933 + 27% 
Debt plus working capital ($) 24,261,722 18,535,465 + 31% 
Average common shares 251872323 23,495,208 + 7% 
PRODUCTION 
Gas production (mcf/d) 18,440 9,800 + 88% 
Nel production (bpd) 424 310 37% 
Oil production (bpd) 832 710 + 17% 
Total production 10:1 (boe/d) 3,100 2,000 + 55% 
Total production 6:1 (boe/d) 4,329 2,653 + 63% 
PRICING 
Average gas price ($Cdn/mcef) 2295 DRED +3376 
Average ngl price ($Cdn/bbl) 21.40 15,55 + 38% 
Average oil price ($Cdn/bbl) 23.58 13.94 + 69% 
RESERVES 
Proven (boe @ 6:1) 125192,900 11,444,733 Th 
Probable (boe @ 6:1) 2,992,403 3 2027 ge - 9% 
Total proven + probable (boe @ 6:1) 155185,516 14,737,506 + 3% 
Total established (boe @ 6:1) 13,689,107 13,0995120 + 5% 
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LETTER TO SHARCHOLDED' 


achieving long term 


GROWTH 


increasing shareholder value 


building from STRENGTH creating momentum 


executing a 


and reporting with 


STRATEGY fo ensure SUCCcess 


INTEGRITY 7 al! areas of operation 


Courage Energy Inc. enjoyed an exceptional year in 
1999 with continued exploration success and 


] 


record financial performance. The Company 


reached the highest production volumes in its cor- 


porate history, averaging 18.4 mmcf/d plus 1,256 


bpd oil and ngl’s, up 63% from the prior year. At 


year-end, production again increased to 21 mmcf/d 
plus 1,350 bpd oil and ngl’s. Courage achieved its 
best financial performance ever, with revenue, cash 


flow and earnings up 137%, 161% and 398%, 
—racnearctiye!| T] ce re It ry es Ses l] : {r pS 
respectively. These results are especially dramatic 
because the beginning of the year started with oil 
prices at their lowest levels in over 15 years. In 


response, Courage restricted capital expenditures 


during the first nine months to match internally 
generated cash flow. Capital was allocated to facili- 
ties and pipeline construction to tie in prior years’ 
discoveries. Then with the realization of stronget 


fe ] 
t 


commodity prices in the fall, Courage initiated its 
exploration program in the fourth quarte1 
Exploration drilling led to new pool discoveries at 


Claresholm and Willesden Green, Alberta, and 


Red Creek and Wilder, British Columbia. 


[he transition during 1999 from low oil prices to 
the new reality of high oil prices was difficult to 
manage and forecast. Courage did exceptionally 


well and posted record results by all measures. The 


expectations for year 2000 are even better! 
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FIVE YEARS IN REVIEW 

The 1999 annual report marks a significant mile- 
stone in Courage’s emergence as a full cycle explo- 
ration company, having completed our fifth year of 
operations. A brief review of the past five years 
attests to the single minded focus and discipline 
that built Courage into the strong performer it is 
today and that will continue to direct the growth of 
the Company in the years to come. 

Five years ago, Courage was emerging from its mod- 
est beginnings as a junior capital pool company. In 
1996, Courage announced a new strategy for growth 
as a full cycle exploration company. The Peace 
River Arch in northern Alberta and northeastern 
British Columbia were identified as a geological 
focus. The Company proposed to acquire land, hire 
new exploration and operational staff, and build a 
prospect inventory. Courage executed that strategy 
and the Company has been in the top quartile of its 
peer group, based on performance, ever since. 

The Company has grown production volumes 
exclusively with the drill bit. Production has 
increased at an average rate of 30% per year at a 
finding and development cost of under $5.00 per 
boe. The Company has delivered net income in 
every year of operation and is forecasting a 25% 
return on equity for the year ahead) Whe 
Company’s debt level and balance sheet have always 
been maintained at manageable levels, especially in 
1998, a year of very low oil prices. Management 
introduced strong cost control systems and corpo- 
rate governance to ensure the integrity of our finan- 
cial reporting. Growth in shareholder value is best 
demonstrated by the share price. In 1995, Courage 
shares were priced at $1.00 per share with a market 
capitalization of approximately $16.6 million. These 
shares have grown in value to today’s price of $3.00 
per share with a market capitalization of $75 mil- 


lion. This growth has been steady and assured, not 


volatile or speculative. 


Letter to Shareholders 


Daily Production 
boe 6:1 


1999 Oil Gas 4,329 


1998 2,653 


1997 2,241 


In 1998, international exploration was also intro- 
duced with the drilling of an earning well in 
onshore United Kingdom. This program led to the 
discovery of three new oil pools and the establish- 
ment of a large land base with numerous explo- 
ration prospects. The international effort was 
expanded in 1999 to include an exploration con- 
cession in Denmark and a permit in the Paris 
Basin, onshore France. Until these international 
properties have a strong production base that can 
financially support a full technical team, Courage 
plans to rely on consultants. The international 
efforts of Courage are in their infancy and an 
expanded effort is planned. The objective is to gain 
the exponential growth provided by international 
exploration without risking the financial future of 


the Company. 


One disappointment during the year was the failed 
corporate takeover of AltaQuest Energy Corporation. 
This company is the joint interest partner of Courage 
in the East Midlands Basin, United Kingdom. The 
strategy was to consolidate the onshore U.K. assets, 
build a larger production base, and gain operatorship. 
This strategy, in turn, would have resulted in opera- 
tional cost savings and improved efficiency with a 
coordinated and financed exploration program. The 
failure to purchase AltaQuest was a disappointment 
but it was not critical to Courage’s plan to expand its 


international effort. 
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INDUSTRY TRENDS 

Entering the new millennium, the commodity 
price cycle is extremely positive. Oil prices are sta- 
bilizing above $25.00 US per bbl and natural gas 
prices are above $2.90 US per mci. There still 
remains a debate as to where oil and natural gas 
prices will eventually settle but the trend is positive 
and it is based on market fundamentals that are 
considerably different from the low oil price envi- 
ronment of 1998. This cycle is also different 
because oil and natural gas prices are working in 
tandem for the first tume in many years. This situa- 
tion bodes well for Courage with its increased pro- 
duction volumes in 1999, and further volume 


increases are forecast for the year 2000. 


A new challenge for the Canadian oil patch is the 
limited access to equity capital. Oil prices have 
rebounded significantly and corporate profits will 
soar. It is therefore frustrating to witness that the 
equity markets have not returned to the oil sector. 
Until this happens, companies will have to restrict 
capital expenditures to their internal cash flow and 
A consolidation of the 


available lines of credit. 


industry is the likely outcome. 


The growing North American economy is con- 
suming more natural gas every year. This demand 
for natural gas has supported the building of new 
pipeline systems like Alliance pipeline, the develop- 
ment of the offshore Sable Island project and recent 
talks of Arctic gas. The pipeline infrastructure is 
interconnected across the continent and gas will 
continue to be the fuel of choice. Courage’s pro- 
duction is weighted 75% to natural gas and the 
Company’s exploration strategy will continue to 


focus on natural gas in western Canada. 


CORPORATE OUTLOOK 

During the past year, Courage hired additional 
technical and administrative staff. These moves were 
in response to the Company’s rapid growth and in 


anticipation of accelerated exploration activities. 
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Retained Earnings 
millions of dollars 
1999 $8.19 


1998 $3.72 


1997 $2.81 


1996 $2.11 


1995 $0.28 


lulu suluilulinutuu| 


The team is in place to take Courage to the next 


targeted production level of 10,000 boe/d. 


Increased production volumes, combined with a 
very strong commodity price outlook are expected 
to provide another year of record financial perfor- 
mance in the year 2000. Courage has an ambitious 
capital program, budgeting $38 million in year 
2000. This will be financed with cash flow and 
available lines of credit while maintaining a strong 


balance sheet. 


Current fundamentals, both for the industry and 
the Company, support exceptional growth oppor- 
tunities and these should translate into strong equi- 


ty values for the shareholder. 


TRIBUTE 

Courage appreciates and welcomes the support of 
its shareholders and I trust that they will be well 
rewarded for their participation in our success. 
Courage thanks all of the employees and field staff, 
who have helped make 1999 a great year. The 
Company has looked to its Board of Directors for 
direction and guidance and I| thank them for their 


dedication and contributions during the year. 


R.G. Moffat, 
President and Chief Executive Officer 
March 15, 2000 


(fC) 
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Exploration - Canada 


LYPLORATION - CANADA 


The strategy of building a full cycle exploration 


team has been realized. The results’ or tire 
Company's successful exploration activity over the 
past several years demonstrate the ability to maxi- 
mize production and control costs even during 
periods of price volatility. 1999 was a banner year 
as the Company succeeded in increasing produc- 
tion by 63%. New core areas at Red Creek, 
Wilder, and Beatton River, British Columbia and at 
Willesden Green, Claresholm and Pouce Coupe, 
Alberta are providing a solid foundation for the 
future. Given the positive outlook for natural gas 
prices, Courage will continue to weight explo- 


ration toward natural gas in western Canada. 

The 1999 exploration program yielded four new 
pool gas discoveries. In addition, Courage invested 
$4.1 million in land acquisition to build an invento- 
ry of new exploration prospects for the years ahead. 
RED CREEK, BRITISH COLUMBIA 

In 1998, Courage (100% interest) drilled its initial 
discovery at Red Creek, British Columbia, com- 
pleting the well in the Halfway formation. The 


discovery was followed with a development well 


and the property was pipeline connected into the 
Westcoast system. Natural gas is processed at the 
Taylor gas plant and sales gas is sold into the spot 
market at a Sumas reference price. Production 
during the year averaged 5.1 mmef/d and 17 bpd 


of ngl’s. 


Courage Lands 


3 Gas Well © Location =e Faults —— Pipeline 


The Red Creek Halfway pool is a structural closure 
mapped with seismic. The structure is caused as a 
drape over deeper basement faults. The theory of 
deeper, stacked reservoirs, led to the drilling of a 


third well in December 1999. This well resulted in 
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British Columbia 


Pacific Ocean 


courage Interest Areas 


Exploration - Canada 


Alberta 


Vancouver 


a new pool discovery with natural gas pay in the 
Belloy and Kiskatinaw formations. The well was 
completed in the Kiskatinaw and production com- 
menced on January 20, 2000, at a stabilized rate of 
3.0 mmcef/d and 24 bpd of ngl’s. The independent 
engineering report by McDaniel and Associates 
assigned established reserves of 3.75 bef and 26,195 
bbls of ngl’s for the single spacing unit. Courage 
has correlated the producing zone into nearby off- 
set wells and a larger pool is a possibility. A sus- 
tained production history and pressure analysis will 


ultimately prove the full extent of the pool. 


WILDER, BRITISH COLUMBIA 

Six miles south of Red Creek is a new property, 
Wilder. The land straddles the escarpment of the 
Peace River and access is extremely difficult. 
During 1999, Courage acquired new proprietary 
seismic, taking great effort to obtain coverage over 


the escarpment. The results were the definition of a 


(7) 


deep basement structure with the possibility of 
stacked reservoirs similar to Red Creek. Courage 
(100% interest) purchased the land at a crown land 
sale and proceeded to drill an exploration test well 
im Wecemben 1999: 


Relative Property Value 
top 8 properties 


Willesden Green Chauvin Westerose U.K. Other 
28% 9% oe Sf ° % 1 m 


| | 


The drilling of a well at 13-33-83-20W6 resulted 


Red Creek Beatton Bear Medicine R. 
27% River6% Flat6% 2.5% 


in a multi-zone new pool gas discovery. Natural 
gas was discovered in the Belloy, Halfway, 
Baldonnel and in two Charlie Lake zones. The well 


was initially completed in the Belloy and Halfway 
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formations. The discovery will be pipeline con- 
nected north, into the Red Creek facilities, and 
production is scheduled to commence in April 
2000. Initial production rates are estimated at 4.0 
mincf/d and 20 bpd of ngl’s. Production history 


will determine the full impact of this discovery and 


a decision to drill an offset well is pending. 


emer 
((o2: feeee 
ie a 

va 


| 
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@ Courage Lands x Gas Well ° Location les Faults = Pipeline 


POUCE COUPE SOUTH, ALBERTA 

Courage recently purchased an approximate 55% 
interest in a property at Pouce Coupe South, 
Alberta. This strategic acquisition added 3.0 
mmef/d of natural gas production net to the 
Company. In addition, Pouce Coupe establishes a 
new core area for Courage with operatorship and 


control of 21,385 (10,953 net) acres of land. 
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Geological and geophysical mapping indicates a 
deep basement faulted structure similar to Red 
Creek and Wilder. Currently, Pouce Coupe has six 
established producing formations with several 
undrilled development locations identified. The 
main producing horizon is the Baldonnel forma- 
tion and Courage intends to drill up to four 
Baldonnel wells in the second half of 2000. 
Additional exploration upside in the surrounding 


area has the full attention of the exploration team. 


The purchase of Pouce Coupe was effective on 
December 31, 1999 but did not close until 
February 28, 2000. Because this purchase did not 
close until after year-end, the associated reserves are 


not included in the McDaniel Report. 


CLARESHOLM, ALBERTA 

Claresholm is an established area containing signifi- 
cant hydrocarbon pools with multiple pay zones. 
The closest production is a Glauconite natural gas 
pool at Eastmont, which has produced 40 bef to 
date. Courage geologically mapped the potential 
for similar pools on undrilled acreage and quickly 
established a large land position of 15,360 (7,680 


net) acres. 


During 1999, Courage drilled three exploration 
wells resulting in two gas discoveries. In addition, a 
competitor drilled one gas discovery offsetting 
Courage lands. A natural gas pipeline is being built 
into the area and the establishment of a new core 


area is developing. 
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LYDLORATION - INTERNATIONAL 


Edinburgh 


Belfast 


Atlantic 
Ocean 


courage Interest Areas MMOil Discoveries  [HilGas Discoveries 


Stockholm 


Amsterdam 


Frankfurt 


oe, 


The next step in the growth strategy for Courage is 
to make the transition from a junior to an interme- 
diate-sized producer. To achieve this, Courage must 
gain exposure to higher impact, higher risk 
prospects. Domestically, this might be gained by 
pursuing deeper drilling west of the fifth meridian 
or into the foothills. Courage is already exploring 
some of these opportunities; however, the land is 
often leased to third parties, drilling is expensive 


and the competition is fierce. 


An investment opportunity in the international 
arena, on the other hand, provides "Foothills-sized" 
prospects at attractive economics. International 
exploration provides Courage the opportunity to 


grow at a faster and more profitable rate and to a size 


that the Canadian domestic scene cannot provide. 
The long-term business plan foresees the Company’s 
international effort as a self-sustaining entity with its 
own staff and accountability. A production base of 
10,000 boe/d would be a good complement to the 
excellent exploration effort in domestic Canada and 
that is what Courage’s international effort could pro- 
vide with exploration success. 

In addition to exploration drilling, there is a grow- 
ing Opportunity to purchase international assets. 
With the emergence of the new "Super Major" oil 
company, their focus has shifted into frontier areas 
where there is the potential for giant oil fields. This 
has left the smaller oil fields in conventional areas as 


non-strategic, and often neglected. Since the equity 
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markets have generally not supported the emer- 
gence of junior international oil companies, compe- 
tition to purchase these international assets is less 


than purchasing assets in Canada. 


As a move toward realizing this goal, Courage has 
positioned itself with an equity interest in explo- 
ration prospects in the United Kingdom, France and 
Denmark. Each of these areas are onshore and in a 


fiscal regime that is more favorable than in Canada. 


UNITED KINGDOM 

Courage has established a land position of 375,859 
(134,812 net) acres in the East Midlands Basin, 
United Kingdom. During the past two years, 
Courage has participated in the discovery and 
development of three new oil pools at Fiskerton, 
Reepham and Newton. During 1999, these proper- 
ties produced net production of 141 bopd and con- 
tributed $1,317,024 in revenue to the Company. 
Fiskerton is one of the Company’s highest netback 


properties with a field netback of $15.87 per boe. 


Courage believes that the geological potential of 
the East Midlands has only been scratched. The 
Company has seismically identified several 
undrilled structures and the potential for a strati- 


graphic trap has not been evaluated. 


FRANCE 


Courage committed to drill an exploration test well 
in the Paris basin, onshore France. The Charmelet 
prospect was identified after reprocessing and map- 
ping approximately 400 kms of seismic data. The 
seismic delineated a large basement faulted structure 
covering 42 sq. kms containing a maximum closure 
of 170 meters. Producing oil fields surround the 
Charmelet prospect. The Villepurdue oil field is 20 
kms to the north and has produced 40 million bbls 
of oil to date. The Villepurdue oil field has produc- 
tion facilities that could process and handle produc- 


tion from a potential discovery at Charmelet. 
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Courage will participate in the drilling of an 
exploration test well by paying 60% of the drilling 
costs to earn a 30% interest in the permit, operat- 
ed by Coparex International, covering 98,306 
(29,492 net) acres. 


The Charmelet prospect is a high-risk exploration 
prospect but it is significant in many ways. It is the 
largest identified structure in the Paris basin and it 
will target the Triassic sandstone reservoirs at 


approximately 3,000 meters depth. 
DENMARK 


Courage made application to the Danish govern- 
ment and was awarded on May 1, 1999 a new oil 
and gas concession, named License 4/99. The con- 
cession contains 586,358 (187,635 net) acres in the 
Danish Basin. Approximately 30% of the conces- 
sion is onshore Jutland and 70% is in the adjacent 
offshore Kattegat. Seismic data in the vicinity of 
the concession totals 1,150 kms. Courage has 
mapped a portion of the seismic and three large 
structures are identified. The Company believes 
that the area has the potential for large natural gas 


reserves, possibly several tcf. 


Courage is the largest interest owner in the conces- 
sion with a 32% interest. The concession is operat- 
ed by Amerada Hess A/S. The group is currently 
reprocessing the seismic data and will complete an 
interpretation of the identifiedsstraciunes 
Additional 2-D seismic is anticipated after the initial 
mapping. The crest of the largest structure, being 
approximately 50 sq. kms in size, could be tested 


with a conventional land rig, onshore Jutland. 


(10) 
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UNDEVELOPED Lanns 


Courage increased its investment in undeveloped 
land by 223%, investing $4.2 million during 1999, 
up from $1.3 million in the prior year. The 1999 
land budget represented 20% of total corporate 
expenditures. The increased investment in undevel- 
oped land is indicative of the commitment Courage 
has to exploration and the strategy of building an 
inventory of prospects. 

During the year, Courage Was Very active at crown 
land salesian western Canada. In Alberta, the 
Company purchased 26,240 (23,424 net) acres at an 
average cost of $111.45 per acre. In British 


Columbia, Courage purchased 7,297 acres, all at a 


100% interest, for an average consideration of 


Undeveloped Land - Canada 


net acres 
1999 70,448 


Undeveloped Land - International 


net acres 
1999 322,447 
1998 _ 134,813 


1997 15,608 


$168.60 per acre. Additional lands were also acquired 
through farm-in or pooling arrangements with other 
operators. The expansion in the Company’s undevel- 
oped land base complements the exploration focus 
and provides future growth opportunities. 

International exploration was expanded with the 
successful award of License 4/99 in Denmark con- 
taining 586,358 (187,635 net) acres. In France, the 
negotiation of a farm-in on 98,306 (29,492 net) 


acres has provided an exciting opportunity to par- 


ticipate in a 50 million bbl exploration prospect. 
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PRODUCTION AND Opeparions 


PRODUCTION VOLUMES 

At the beginning of 1999, the industry was recov- 
ering from the lowest oil prices in over fifteen 
years. In response, capital expenditures during the 
first nine months of 1999 were primarily directed 
at field operations to improve well performance 
and efficiency. New pipeline projects to connect 
shut-in wells were advanced and drilling was limit- 
ed to natural gas prospects. 

These operations were successful at increasing pro- 
duction volumes by 63%. Natural gas production 
averaged 18.4 mmcef/d, up 88% from 9.8 mmef/d in 
1998. Natural gas liquids increased by 37% to aver- 
age 424 bpd, up from 310 bpd in the prior year. The 
increase in ngl production was primarily the result of 
the higher natural gas volumes. Oil production was 
slightly higher, averaging 832 bopd, up 17% from 
710 bopd in the prior year. Most of the gain in oil 
production is attributable to the commencement of 


production from the United Kingdom. 


OPERATIONS 


A summary of field operations is as follows: 


At Red Creek, British Columbia, (Courage 100% 
interest) a new Kiskatinaw discovery was pipeline 
connected. Surface facilities were installed and pro- 
duction commenced in January 2000 at 3.0 


mmef/d and 24 bpd of ngl’s. 


The existing production at Red Creek, British 
Columbia, (Courage 100% interest) averaged 5.1 
mimef/d from the Halfway formation during 1999. 
Production is delivered into a high-pressure 
pipeline and it was recognized that this production 
would start to decline as the flowing tubing pres- 
sure dropped below the pipeline pressure. It was 
therefore decided to install a gas compressor and 
production rates increased to 6.5 mmcf/d, com- 


mencing in January 2000. 


Beatton River, British Columbia, is in the northern 
muskeg region of Canada and access is usually 
restricted to the winter months when the ground is 
frozen. During the 1999 winter season, Courage 
(100% interest) drilled a new gas discovery, built a 


pipeline, installed surface facilities, and connected 
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an existing shut-in well, all within the short time 
line. Production commenced in March 1999 and 


averaged 3.75 mmcef/d during the nine months. 


At Willesden Green, Alberta, Courage drilled two 
development wells. The first well (100% interest) was 
drilled into the Glauconite pool. The well was 
pipeline connected into existing facilities and pro- 
duction commenced in October 1999 at 3.1 mmcf/d 
and 170 bpd ngl’s. The second well (66% interest) 
encountered natural gas pay in the Ostracod forma- 
tion at a rate of 1.0 mmcf/d. The well is scheduled 
to be pipeline connected in the summer of 2000. 
Both wells encountered good oil pay in a secondary 
zone and Courage anticipates drilling offset wells for 


the oil potential in the current year. 


At Medicine River, Alberta, four low productivity 
wells were completed in the Glauconite and 
Cardium formations. Pipeline connection and 
compression added net production of 920 mcf/d 


and 44 bpd oil and ngl’s during the year. 


At Leduc, Alberta, Courage negotiated access to a 
sour gas plant and pipeline connected the discovery 
with production commencing in April 1999. The 
single well (100% interest) was completed in the 


Wabamun zone at initial rates of 1.4 mmcf/d. 


1999 DRILLING ACTIVITY 


(number of wells) 


Exploration 
Gross Net 
Gas 3) B75 
Oil | 0.40 
D&A 6 Al 


Total 12. 7.39 


50% Success Rate 


Production and Operations 


Annual Production Per 1,000 Shares 
boe 6:1 
1999 62.7 


i sesLisesfuvovbuvesluveeduvoslauoboeoooetisssbeses Ea 


Unfortunately, this well has not met expectations 


and production has declined to 500 mcf/d over the 


course of the year. 


At Chauvin, Alberta, (87.5% interest) a water injec- 
tion pattern into the Sparky oil pool was enhanced 
to provide pressure maintenance. It is anticipated 
that an incremental 75 bopd will result, commenc- 


ing in year 2000. 


In the United Kingdom, Courage (18% interest) 
participated in the completion of the Fiskerton oil 
discovery. Production is now pipeline connected to 
an oil terminal at Welton and production com- 
menced in April 1999. Net production from the 


U.K. averaged 141 bopd during the year. 


Development Total 

Gross Net Gross Net 
3 O16 8 5.91 
O @) 1 0.40 
+ 2.49 7 5.66 
ie 4.65 19 12.01 


43% Success Rate 
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LSERVES 


OIL AND NATURAL GAS RESERVES 

The oil and natural gas reserves of Courage Energy 
Inc. were evaluated by the independent engineering 
firm of McDaniel and Associates Consultants Ltd., 
effective January 1, 2000. The price assumptions 
used in the Report are summarized in the table on 
page 16. All revenues were calculated before 
income tax and include a provision for the Alberta 


Royalty Tax Credit (ARTC). 


In the Report, natural gas volumes are converted to 
a barrel of oil equivalent (boe) using a conversion 
ratio of 6:1. Certainly the world standard, includ- 
ing in the United States, is a 6:1 conversion ratio. 
This most closely equates to an energy content 
equivalency and it is the new standard that the 
Canadian oil industry is moving toward. 

The 1999 exploration program was concentrated in 
the fourth quarter. New discoveries at Red Creek 
and Wilder, British Columbia and at Willesden 
Green, Alberta added significant proven reserve 
additions. Courage added 3,856,222 boe of proven 
reserves, before revisions, at a finding and develop- 
ment (F&D) cost of $5.32 per boe. Prior year 
revisions accounted for a negative adjustment to 
natural gas reserves associated with an under per- 
forming property at Leduc, Alberta. Proven reserve 
additions, including revisions, were 2,367,640 boe 


at a F&D cost of $8.68 per boe. 


New exploration discoveries occurring at year-end 
sometimes have limited production history or ana- 
log production by which to judge reserves. This was 
the situation at Claresholm, Alberta and no reserve 
additions have been booked to this property. 
Similarly, Courage purchased a natural gas property 
at Pouce Coupe South, Alberta. This property pur- 
chase is effective on December 31, 1999 but did not 
financially close until February 28, 2000. Because 
of the year 2000 closing, this purchase is not includ- 


ed in the year-end reserve report. 
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Established Reserves 
thousands of boe 
1999 13,689 


1998 13,091 


1997 9,131 


1996 4,955 


1995 4,096 


lt ok hl 


Capital expenditures included in calculating the 


F&D costs were $4.1 million in land acquisition and 
$1.5 million in seismic acquisition. Most of these 
are front-end costs to the Company’s exploration 
program and few reserve additions can be attributed 
to these expenditures until a drilling program can 
evaluate the new lands. For this reason, a three-year 
average F&D calculation is more representative of 
the Company’s drilling success. During the past 
three years, Courage increased its proven reserves, 
net of production, by 64% at an average F&D cost 
of $4.44 per boe. The low F&D costs are a tribute 
to the exploration team and also a strong contribut- 


ing factor to the Company’s profitability. 


Established Reserves - Present Worth Value 
millions of dollars - DCF @ 12.5% 
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Reserve Distribution 
by reserve class 


Proven Non Producing 11% = Proven Braves 67% Oil ee 


Proven Undeveloped 2% 


Ly 
Probable 20% 


RECONCILIATION OF WORKING INTEREST RESERVES 
as at January lst , 2000 


Reserve Distribution 


by product 


Gas 62% 


asa] SS 


Reserves 


Ngl 12% 


Total (boe) 


11,444,733 
(1,580,207) 
3,856,222 

66,650 
(105,917) 
(1,488,581) 


22900) 


3,292,773 
897,470 

(1,197,830) 

2,992,413 


5135.5 13 


Oil (bbls) Negl (bbls) Gas (mcf) 
Proven 
January 1, 1999 2,182,400 1,003,500 49,553,000 
1999 Production (303,680) (154,760) (6,730,600) 
Proven Additions @) 408,070 20,688,910 
Property Acquisition 66,650 0 0) 
Property Disposition (33:075) (12,300) (363,250) 
Prior Years Revisions 168,505 (136,110) (9,125,860) 
Total Proven 2,080,800 1,108,400 54,022,200 
Probable 
January 1, 1999 987,700 B2A990 11,898,500 
Probable Additions a 58,320 5,034,900 
Prior Years Revisions (253,080) (187,950) (4,540,800) 
Total Probable 734,620 192,360 12,392,600 
Total Proven + Probable 2,815,420 1,300,760 66,414,800 
Total Established” 2,448,110 1,204,580 60,218,500 


(1) Established reserves = proven reserves plus 50% probable reserves 


RESERVE REPLACEMENT 


1998 
ao) Zao 
968,467 
ula 
4,927,562 


509 


Gas 


13,689,107 


1997 
4,216,863 
818,087 
af Fa) 
4,994,726 


610 


1999 

Proven Reserve Additions (boe) 2,367,640 
Production (boe) 1,580,207 
Production Replaced with Proven Reserves (%) 150 
Established Reserve Additions (boe) 2,217,460 
Production Replaced with Established Reserves (%) 140 
RESERVE LIFE INDEX 

Oil Nel 
Proven Reserves (years) 6.8 Tee 


Established Reserves (years) 8.1 7.8 


8.0 


5.9 
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FINDING AND DEVELOPMENT COST 


Three Year Results 1999 1998 1997) 
Total expenditures ($) 51,306,879 20,556,467 16,146,933 14,603,479 
Proven reserve additions (boe) 11,556,820 2,367,640 4,972,317 4,216,863 
Average cost ($/boe) 4.44 8.68 S25 3.46 
Established reserve additions (boe) 12,139,748 2,217,460 AOD TES OL 4,994,726 
Average cost ($/boe) 4.23 9225 B28 292, 


PRESENT WORTH VALUES - NET ASSET VALUES “” 


as at January Ist , 2000 
Discounted At 


Undiscounted 10% 12.5% 15% 


Proven Remaining $ 116,356,000 $ 85,837,700 $ 80,637,300 $ 76,095,900 
Probable Additional 25,297,000 12,590,200 10,900,000 D587 200 
Total Reserve Value 141,653,000 98,427,900 SL Ss S100, 85,628,100 
Undeveloped Properties 12,087,000 12,087,000 12,087,000 12,087,000 
Working Capital (82001722) (ROMS R22) (S200 722) (3,011 7722) 
Long Term Debt (21,250,000) (21,250,000) (21,250,000) (21,250,000) 
Net Asset Value $ 129,478,278 $ 86,253,178 $ 79,362,518 $ 73,453,378 

NAV per share (proven) $ 4.09 $ 2.89 $ 2.69 oll 

NAV per share (established) $ 4.59 $ 3.14 $ 2.90 $ 2.70 


(1) Excludes reserve value assigned to a property purchase at Pouce Coupe South, Alberta, effective 


December 31, 1999. 


SUMMARY OF PRICE FORECASTS 


Alberta Edmonton 
WTI Edmonton Average Cond. & 
Crude Light Natural Natural Edmonton 
Oil Crude Oil Gas Gasolines Ngl Mix 
Year $US/bbl $Cdn/bbl $Cdn/mmbtu $Cdn/bbl $Cdn/bbl 
2000 25.00 9520 325 34.50 241 
2001 21.50 29.30 320 28.70 20.60 
2002 20.90 28.00 or) 27.40 19.80 
2003 DAZOO 28.50 3.00 PESO) 20.00 


2004 ZA O) Pee) 2) 28.50 20.20 


(1¢) 
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MANAGEMENT ' 


Management's Discussion and Analysis 


ISCUSSION AND ANALYSIS 


The following Management's Discussion and 
Analysis (MD&A) is a review of the operations, 
financial position and outlook for Courage. This 
MD®&A should be read in conjunction with the 
audited financial statements. This section includes 
certain forward looking statements. Although the 
Company believes that its expectations are based on 
reasonable assumptions, it is 1mportant to note that 
actual results could differ materially from those pro- 
jected by such forward looking statements as a result 


of risk factors discussed elsewhere in this section. 


VOLUME REPORTING 

This analysis is presented on a barrel of oil equiva- 
lent basis. Natural gas volumes are converted at a 
fatio of “GO mcr = | bee. This conversion ratio 
approximates the relative energy content between 


natural gas and oil. 


HIGHLIGHTS 

Courage continued to add shareholder value in 
1999 through finding low cost gas reserves. The 
Company achieved record increases in both pro- 
duction and profitability. Highlights of Courage's 
financial performance for the year ended December 


5 


31, 1999 are as follows: 


* 63% increase in production to average 4,329 


boe/d 
¢ 137% growth in revenue to $29.5 million 


¢ 161% gain in cash flow to $14.4 million ($0.57 


per share basic) 


¢ 398% rise in earnings to $5.0 million ($0.20 per 


share) 


¢ 27% increase in capital expenditures to $20.6 


million 


PRODUCTION AND REVENUE 

Petroleum and natural gas revenues grew signifi- 
Cantly t6 $29;461.305, a 137% eam irom 
$12,443,678 the previous year as Courage benefit- 
ed from the substantial increase in both production 
volumes and product prices. Production volumes of 
4,329 boe/d during 1999 were up 63% from 2,653 
boe/d in 1998. Natural gas production increased 
88% to 18.4 mmcf/d from 9.8 mmcf/d in 1998. 
This increase is primarily due to production addi- 
tions from the Red Creek and Beatton River areas 


in British Columbia. 
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Revenue, oil & gas 
millions of dollars 


Management's Discussion and Analysis 


age field price of $3.12 per mcf until October 31, 
2000 and 2.8 mmcef/d has been fixed at $3.63 per 


1999 $29.5 
NE mef until March 31, 2000. 
oa sla PRODUCTION VOLUMES 
1999 1998 
1996 $12.1 Natural gas (mcf/d) 18,440 9,800 
Oil (bpd) 832 710 
a Nel (bpd) 424 310 
| Total (boe - 6:1 basis) 4,329 22639 
ee Total (boe - 10:1 basis) 3,100 i 
The positive commodity price environment is 
expected to continue and, coupled with the antici- PRODUCT PRICING 
pated production growth, provides an optimistic 1999 1998 
outlook for the coming year 2000. Courage uses a Natural oa (GC cuy/men mateo § 2.22 
combination of fixed price, monthly index and spot Oil ($Cdn/bbl) $ 23.58 § 13.94 
price contracts to market its natural gas. Gas pro- Nel ($Cdn/bb!) $ 21.40 6 15.55 
duction of 5.7 mmcf/d, has been fixed at an aver- 
RESULTS OF OPERATIONS 
Income Statements 122 1998 % Change 
(Thousands) (per boe) (Thousands) (per boe) (per boe) 
Oil and gas revenue $29,461 $18.64 $12,444 $ 12.85 + 45% 
Gas contract payout =e = 1,224 1.26 = 
Royalties, net of ARTC (4,302) (2.72) (1,682) (1.74) + 56% 
25,159 15.92 11,986 {2.37 + 29% 
Operating expense 7,169 4.54 4.141 4.28 + 6% 
Depletion and depreciation 5,916 3.74 3,097 S52 - 2% 
General and administration 1,925 1.22 1.392 1.44 - 14% 
Non-recurring takeover expenses 332 0.21 = = == 
Interest expense 1,202 0.76 849 0.88 - 14% 
Site restoration provision 237 0.15 155 0.14 a 
16,781 10.62 10,214 10.56 + 1% 
Earnings before income tax 8,378 5.30 2 1.81 + 193% 
Large corporations tax 110 0.07 81 0.08 -13% 
Deferred income tax 3,233 2.05 680 0.70 + 193% 
3,343 2.12 761 0.78 + 172% 
Net earnings $ 5,035 $ 3.18 $1007 $ 1.03 + 209% 
Funds from operations $14,421 $ 9.12 $ 5,523 > 5.69 + 60% 
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Field Netback 
dollars per boe 


lu | 


FIELD NETBACK 
Courage had a field netback of $11.38 per boe in 
1999, up 67% from $6.83 per boe in 1998. The 


Mevback Tepresents, the: profitability of the 
Company's production after deducting royalties and 
operating expense. The higher netback in 1999 
reflects higher commodity prices that were only 
partially offset by higher royalty expense and field 


operating expense. 


1999 1998 
Wellhead price ($/boe) $ 18.64 $ 12.85 
Royalties, net of ARTC MID (| yrs 
Field operating expense 4.54 4.28 
Field netback ($/boe) $ 11.38 $ 6.83 


Courage anticipates that the field netback will 
remain relatively unchanged in the year ahead. 
Production additions are primarily of natural gas; 
the price of natural gas is strong and expected to 
remain stable. 

ROYALTIES AND ARTC 

Royalty expense, net of ARTC, increased to 14.6% 
of gross revenue in 1999 compared to 13.5% the 
previous year. Crown, freehold and overriding royal- 
ty expense amounted to $5,030,688, an increase of 
155% from the $1,974,419 incurred in 1998. This 
increase is primarily the result of higher production 
volumes and higher commodity prices resulting in 


higher royalty charges on production revenue and 
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higher royalty expense associated with production 
from the province of British Columbia. 

Alberta Royalty Tax Credit ("ARTC") of $728,486 
was 149% higher in 1999 than $292,631 in 1998. 
This gain can be attributed primarily to higher rev- 
enues originating from Alberta Crown lands. 
Courage expects ARTC receipts to decrease in 2000 
due to much higher commodity prices reducing the 
ARIE vate, The Alberta government las 
announced that it will review the ARTC program 
and the continuing benefit of this program may 


diminish in the years ahead. 


FIELD OPERATING EXPENSE 

Field operating expense totaled $7,169,288 in 
1999, an increase from $4,140,842 the previous 
year, reflecting higher production volumes. On a 
per unit basis, field operating expense increased by 
6% to $4.54 per boe in 1999 versus $4.28 per boe a 
year ago. Higher per unit operating costs are pri- 
marily due to increased production from the 
province of British Columbia which is generally a 


higher cost area. 


Operating Expense 
dollars per boe 


mM wu dtllt mT vuln 
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DEPLETION AND DEPRECIATION 

During 1999, depletion and depreciation increased 
to $5,915,700 from $3,696,780 in 1998. On a per 
unit basis the depletion charge actually decreased to 
$3.74 per boe in 1999 from $3.82 per boe in 1998. 
The increase is the result of higher production lev- 
els and relatively smaller proven reserve additions. 
The overall depletion rate was 11.4% in 1999 com- 


pared to 8.1% in 1998. 


Administration Expense 


dollars per boe 

1999 $1.22 
ees 
1998 $1.44 
a 
1997 $1.41 
spss 
1996 $1.21 
soos 
1995 $1.40 


GENERAL AND ADMINISTRATION EXPENSE 

General and administration expense increased to 
$1,925,068 in 1999 from $1,391,869 in 1998, pri- 
marily due to increased staff levels and the costs 
associated with a larger staff. On a per unit basis, 
general and administration expense decreased to 
$1.22 per boe in 1999 from $1.44 per boe in 1998. 
Courage does not capitalize any general and 


administration expense. 


GENERAL AND ADMINISTRATION EXPENSE 


Gross general and administration expense 
Capital and operating overhead recoveries 
Net general and administration expenses 


Average number of head office employees 


(Thousands) (per boe) 


Management's Discussion and Analysis 


Courage anticipates that general and administration 
expenses will increase during 2000 as the Company 
continues to grow and require additional staff and 
office space. Production additions in 2000 should 


result in the cost per boe declining from 1999 levels. 


During the year, Courage incurred $332,404 of 
takeover costs in conjunction with the unsuccessful 
takeover bid for AltaQuest Energy Corporation. 
The Company has commenced legal action to 
secure payment of the $500,000 break fee from 
AltaQuest. The December 31, 1999 financial state- 
ments do not reflect any estimated recovery of the 


break fee. 
INTEREST EXPENSE 


Courage incurred $1,202,007 in interest on long- 
term debt during 1999, compared to $848,854 in 
1998. This 42% increase is due primarily to an 
increased draw on the Company's credit facility. 

Courage anticipates that interest costs will increase 
in 2000 as both interest rates and the average utiliza- 


tion of bank credit will increase from 1999 levels. 


INCOME TAXES 

The provision for deferred income tax increased 
significantly in 1999 to $3,233,170 from $680,000 
in 1998, commensurate with the dramatic increase 
in earnings before taxes. Large corporation tax 
increased to $109,480 from $81,400 due to contin- 


ued growth in the Company's asset base. 


1999 1998 


Total Total 


(Thousands) (per boe) 


$2057 $1.43) “$9 dee3 $ 1.76 

(332) (0.21) (311) (0.32) 

$1,925 Sule? $- 4.399 $ 1.44 
17 14 
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CANADIAN OIL AND GAS TAX POOLS 


Millions 
Canadian Exploration Expenditures b> 
Canadian Development Expenditures 10.5 


Canadian Oil and Gas Property Expenditures 11.3 


Undepreciated Capital Cost Def 
Other 0.9 
$ 37.9 


Courage has tax pools available to shelter future 
income tax of approximately $37,890,000 in 
Canada and $4,900,000 in the United Kingdom at 
December 31, 1999. Current taxes, other than 
larecercot poration tax, are not expected to be 


payable in 2000. 


CASH FLOW AND NET EARNINGS 
Cash flow increased by 161% to $14,420,856 in 1999 
from $5,523,025 in 1998 due to increased produc- 


tion volumes and much higher commodity prices. 


Net earnings increased significantly by 398% to 
$5,035,096 in 1999 compared to $1,010,875 in 
1998. The improvement in earnings was directly 
attributable to higher production volumes and 
commodity prices. Courage forecasts continued 
earnings growth in 2000 as a result of strong com- 
modity prices and production gains from the 1999 


exploration program. 


Cash Flow 


millions of dollars 
1999 $14.4 
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CAPITAL EXPENDITURES 


In 1999; Courasée «continued touncrease= the 
Company’s undeveloped lease acreage and seismic 
data base to support the ongoing development of 
exploration prospects. The main focus was on 
domestic activity, primarily in northeastern 


British Columbia. 


1999 1998 

(Millions) (Millions) 

Canada 
Land acquisition $ 4.1 $ 1.3 
Seismic Pal ie 
Drilling and completion 8.7 6.7 
Facilities and equipment 4.3 25 
Acquisitions and divestitures OF (2) 


United Kingdom 


Land 0.1 

Seismic 0.2 0.9 

Drilling and completion 0.5 2.4 

Facilities and equipment 0.3 0.4 

Acquisitions — 1.0 
France 

Seismic 0.4 — 


Total expenditures $ 20.6 Soto. 2 


Total capital expenditures of $20,556,467 in 1999 rep- 
resents a 27% increase from $16,146,933 in 1998. 
These expenditures yielded proven reserve additions, 
before revisions, of 3.86 million boe, for a finding and 
development cost of $5.32 per boe. The three year 
average finding and development cost, includng revi- 
sions, is $4.44 per proven boe and $4.23 per estab- 
lished boe. The 1999 finding and development cost 
was higher as expenditures were directed toward 
increasing the number of exploration prospects. The 


benefits of these expenditures should be realized in 


future years. 
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LIQUIDITY AND CAPITAL RESOURCES 

Courage had a working capital deficiency of 
$3,011,722 ate December 31,1999; representing 
approximately only two months of 1999 average 


fourth quarter annualized cash flow. 


The Company increased its line of credit to $30 
million in 1999 and this credit facility was again 
increased to $38 million during the first quarter 
2000. The credit line is reviewed annually. 

The draw of $21,250,000 ‘on the credit lime at 
December 31, 1999 is an 


$16,216,000 at year end 1998. The increase in 


increase from 
long-term debt is within the Company's credit lim- 
its and lending covenants. Despite the availability 
of additional credit, Courage plans to base future 


capital expenditures on expected cash flow. 


SHARE CAPITAL 

The common shares of Courage Energy Inc. trade 
on The Toronto Stock Exchange under the symbol 
"CEO". Total shares outstanding at December 31, 
L999 were 25,55 75407,a 1.6% tacrease trom, pire 
24,948,117 shares outstanding at December 31, 
1998. Market capitalization at December 31, 1999 
was $68.5 million a 66% increase over $41.2 mil- 
lion at December 31, 1998. The 1999 trading activ- 
ity is summarized below. 

During the year, 739,250 common shares were 
issued through the exercise of stock options for 
total proceeds of $1,597,613 or $2.16 per share. 

In 1999, Courage purchased for cancellation 329,900 


common shares for a total consideration of $862,909 


TRADING ACTIVITY 
1999 


1st Quarter 

2nd Quarter 
3rd Quarter 
4th Quarter 
Total 
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Shareholders’ Equity 


millions of dollars 


pursuant to a Normal Course Issuer Bid. It is the 
Company’s belief that the current market price does 
not reflect the true value of the common shares and 
therefore purchasing them represents a good invest- 
ment. Under the terms of the Issuer Bid, the 


Company is permitted to purchase and cancel up to 


1.2 million shares prior to May 24, 2000. 


BUSINESS RISKS 

The oil and natural gas industry is subject to risks 

relating to finding and developing petroleum and 

natural gas reserves, the commodity price received 

on production of such reserves and changes in gov- 

ernment regulation and taxation. Courage mitigates 

these risks by: 

¢ Maintaining cost effective operations, including 
acting as operator, wherever possible, to control 
the amount and timing of capital expenditures 


¢ Drilling wells in areas with multi-zone potential 


¢ Diversifying its asset base over a number of prop- 


erties 
High Low Close Volume 
$1.90 $1.40 $1.65 SLO Jey, 
2.40 50) DES 1,940,709 
3.49 220 WETS) 2,411,440 
2.85 2.30 2.70 1,305,007 
$3.49 $1.40 $2.70 6,476,943 
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* Using new technology to maximize production 


recoveries 


* Maintaining appropriate insurance to protect the 


Company’s assets 
ENVIRONMENTAL 


Oil and natural gas operations are usually subject to 
risks normally associated with developing and 
operating petroleum properties. However, Courage 
maintains programs to assure safe operating prac- 
tices on its own properties and carries liability 


insurance in such amounts it considers prudent. 


Courage has developed an Emergency Response 
Policy and Plan designed to protect its personnel, 
subsidiaries, assets, the environment and the public. 
This plan includes a manual with step by step pro- 
cedures to prevent the occurrence of an environ- 
mental incident and a detailed procedure to 


respond and contain any environmental incident. 


All personnel under contract to Courage are to be 
aware of the Emergency Plan and understand their 
individual responsibilities. Courage has operated 
under strict environmental guidelines and regula- 
tions and, to date, Courage has not had a major or 


material environmental incident. 


The estimated future cost of abandonment and 
reclamation for wells and facilities is expensed over 
the useful lives of the assets. A liability for future 
restoration costs of $782,714 is provided on the 
balance sheet. During 1999, Courage recorded 
expenditures relating to abandonment and reclama- 
tion of $315,548 (1998-$20,000), in addition to the 
indirect costs of administering its environmental 


management systems. 


Management's Discussion and Analysis 


YEAR 2000 


Courage has reviewed its critical internal systems 
and upgraded or replaced them where required. 
Much of the Company’s production is processed 
through facilities owned by third parties. While the 
Year 2000 date has now passed it is still not possible 
to be certain that all aspects of the Year 2000 issue 
affecting Courage, including those related to the 
efforts of customers, suppliers or other third parties 


have been fully resolved. 


Based on its analysis to date, Courage believes that its 
exposure to the Year 2000 problem is under appro- 
priate control. Costs associated with ensuring the 
Company’s compliance are not expected to be mate- 


rial and will be charged against earnings as incurred. 
OUTLOOK 


Courage is poised for substantial growth in the year 
2000. The Company’s strong undeveloped land 
position coupled with its 1999 drilling successes 
have enabled the Company to embark on an active 
drilling program in 2000. 

Continued strength in commodity prices is a deci- 
sive factor in the 2000 capital investment program 
as raising equity capital has been extremely difficult 
in a marketplace that is generally focused on the 
larcer capitalized xesource companies. 
Consequently, Courage's drilling plans and resultant 
increases in production and cash flow are impacted 


by the industry environment. 
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Manaccment’s Aepogt 


¢ Management takes responsibility for the preparation and presentation of the financial statements together 
with the operational information contained in this annual report. The financial statements have been pre- 


pared by management in accordance with generally accepted accounting principles in Canada. 


¢ Estimates have been used in the preparation of the financial statements when transactions affecting the 
report period cannot be finalized until a later date. The carrying value of the oil and gas interests reflects 
management’s best judgments with regard to the underlying assets. Other financial information contained 


throughout the annual report is consistent with that provided in the financial statements. 


¢ Management has developed and maintains a system of internal control that provides reasonable assurance 
that all transactions are accurately and reliably recorded, that the financial statements accurately report the 


Company’s operating and financial results, and that the Company’s assets are safeguarded. 


¢ The Audit Committee, comprised of non-management directors, acts on behalf of the Board of Directors 
to ensure that management fulfills its financial reporting and internal control responsibilities. The Audit 
Committee has reviewed the financial statements with management and with PricewaterhouseCoopers LLP, 
the Company’s external auditors, and has reported to the Board of Directors thereon. The Board of 


Directors has approved these financial statements. 


R.G. Moffat 'T.H. Hefter 


President 2 CEO Secretary- Treasurer 
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Aupirons Beroot 


to the Shareholders 


We have audited the consolidated balance sheets of Courage Energy Inc. as at December 31, 1999 and 1998 
and the consolidated statements of earnings and retained earnings and cash flows for the years then ended. 
These financial statements are the responsibility of the company’s management. Our responsibility is to 


express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and 


significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the company as at December 31, 1999 and 1998 and the results of its operations and its cash 


flows for the years then ended in accordance with Canadian generally accepted accounting principles. 


Prematirbruatflorpry tL /P 


Chartered Accountants 


Calgary, Alberta 
March 24, 2000 
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CONSOLIDATED BALANCE SHEETS 


as at December 31, 1999 and 1998 


Consolidated Financial Statements 


1999 1998 
ASSETS 

Current assets 
Cash $ 252,416 || 6G Ie 
Accounts receivable and prepaids 4,438,975 3,106,722 
4,691,391 4,069,841 
Property, plant and equipment (note 2) 61,740,797 48,309,466 
$ 66,432,188 $ 52,379,307 


LIABILITIES 
Current liabilities 


Accounts payable and accrued liabilities 


D147, 703,013 


$ 6,389,306 


Long-term debt (note 3) 21,250,000 16,216,000 
Deferred income taxes 5,320,493 2,091,697 
Site restoration provision 782,714 861,372 
$ 35,056,320 $ 25,558,375 

SHAREHOLDERS’ EQUITY 
Capital stock (note 4) $ 23,182,730 $ 23,102,016 
Retained earnings 811935158 3,718,916 
31,375,868 26,820,932 
$ 66,432,188 $ 52,379,307 


Approved on behalf of the Board: 


R.G. Moffat 


Director 


R.E. Newman 


Director 


See the accompanying notes to these consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF LODNINGS OND ReraIncy Lanninas 


Years Ended December 31, 1999 and 1998 


REVENUES 
Oil and gas 
Proceeds on payout of gas contract (note 8) 
Royalties 
Alberta royalty tax credit 


EXPENSES 
Operating 
General and administration 
Non-recurring takeover costs 
Interest on long-term debt 
Depletion and depreciation 


Site restoration provision 


Earnings before income taxes 


TAXES 
Large corporation tax 


Deferred income taxes (note 5) 


Net earnings for the year 
Retained earnings - Beginning of year 


Reduction of retained earnings on acquisition of shares (note 4(d)) 
Retained earnings - End of year 
Basic earnings per share 


Fully diluted earnings per share 


See the accompanying notes to these consolidated financial statements. 
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1999 


$ 29,461,305 


(5,030,688) 
728,486 


25,159,103 


7,169,288 
1,925,068 
332,404 
1,202,007 
5,915,700 
236,890 


16,781,357 
8,377,746 


109,480 
352095070 
3,342,650 


5,035,096 
3,718,916 
(560,874) 


$ 8,193,138 
$ 0.20 
$ 0.20 


1998 


$ 12,443,678 
1,224,100 
(1,974,419) 


292I03i 


$ 11,985,990 


4,140,842 
1,391,869 


848,854 
3,696,780 
135,370 


HOsZIS 1S 


B25 


81,400 
680,000 
761,400 

1,010,875 
2,806,939 
(98,898) 

$ 3,718,916 
$ 0.04 
$ 0.04 
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CONSOUDATED STATEMENTS OF Cos LLows 


Consolidated Financial Statements 


Years Ended December 31, 1999 and 1998 


CASH PROVIDED BY (USED IN): 


OPERATING ACTIVITIES 
Net earnings for the year 
Items not affecting cash - 
Depletion and depreciation 
Deferred income taxes 


Site restoration provision 


Net changes in non-cash working capital balances related to operations 


INVESTING ACTIVITIES 
Additions to property, plant and equipment 
Site restoration costs 


Net changes in non-cash working capital 


FINANCING ACTIVITIES 
Issuance of long-term debt 
Issue of common shares for cash, net of issue costs 


Common shares repurchased 


Decrease in cash during the year 

Cash - Beginning of year 

Cash - End of year 

Basic funds provided from operations per share 

Fully diluted funds provided from operations per share 


Cash flow supplemental information - cash (paid) received 
Tax paid 


Interest paid 


1999 


$ 5,035,096 


3,919,700 
332595070 
236,890 


14,420,856 
(885,879) 


13,534,977 


(20,556,467) 
(315,548) 
867,433 


(20,004,582) 


5,034,000 
1,587,812 
(862,910) 


5,758,902 


(710,703) 
963,119 


$ 252,416 
$ 057 
$ 0.54 


(175,365) 
(1,236,647) 


See the accompanying notes to these consolidated financial statements. 
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1998 


$ 1,010,875 


3,696,780 
680,000 
135,370 


5,523,025 
(516,152) 


5,006,873 


(16,146,933) 
(20,000) 
(58,500) 


(16,225,433) 


8,211,000 
3,002,818 
(212,121) 


11,001,697 


(216,863) 
1,179,982 


$) 1) 963 si19 
$ 0.24 
$ 0.24 


(24,663) 
(895,720) 
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Noves 10 CONSOUDATED Fingncige STATEMENTS 


Years Ended December 31, 1999 and 1998 


The Company is engaged in the acquisition, exploration, development and production of petroleum and natural gas 
resources in Western Canada, the United Kingdom ("U.K.") and France. 


1. SIGNIFICANT ACCOUNTING POLICIES 


Principles of consolidation 


The consolidated financial statements include the financial statements of the Company and its wholly-owned subsidiary, 
Courage Energy (U.K.) Limited. 


Property, plant and equipment 


The Company follows the full cost method of accounting under which all costs related to the exploration for and 
development of petroleum and natural gas properties are capitalized in separate cost centres for Canada, the U.K. and 
France. Such costs include land acquisition costs, geological and geophysical expenses, lease rentals on non-producing 


properties and costs of drilling both productive and non-productive wells. 


Property costs, inclusive of costs associated with future development, are depleted on the unit of production method based 
on the estimated proven reserves before royalties as determined by independent reservoir engineers. Natural gas reserves 
are converted into equivalent barrels of oil based upon relative energy content. The net book value of capital costs is 
limited to estimated future net revenue from production of proved reserves using prices and operating costs in effect at 
year-end, plus the cost of unproved properties less management's estimate for impairment. This test also accounts for 
future general and administration expenses, future removal and site restoration costs, financing expenses and income taxes. 


Additional depletion is provided if the net book value of capitalized cost exceeds such future net revenue. 


Costs directly associated with the acquisition and evaluation of unproved properties are initially excluded from the 
computation of depletion. These unevaluated properties are assessed periodically to ascertain whether impairment has 
occurred. When proven reserves are assigned or the property is considered to be impaired, the costs of the property or the 


amount of the impairment is added to all other capitalized costs which are depleted. 


Sales of oil and gas properties are accounted for as adjustments to capitalized costs, with no gain or loss recognized, unless 


such adjustments would alter the rate of depletion and amortization by more than 20 percent. 

The financial statements reflect only the company’s proportionate interest in its exploration and production activities 
where such activities are conducted jointly with others. 

Site restoration provision 

Estimated future site restoration costs are provided for over the life of the proved reserves on a unit-of-production basis. 
Costs are estimated each year by management based on current regulations, costs, technology and industry standards. 
Actual site restoration expenditures are charged to the accumulated provision account as incurred. 

Cash and cash equivalents 


Cash and cash equivalents consist of cash on deposit. 


Stock-based compensation plans 


The Company has a stock option plan, which is described in note 4(e). Compensation is not recognized for this plan 
when stock or stock options are issued to employees or directors. Any consideration paid by employees or directors on 
exercise of stock options is credited to capital stock. If stock options are repurchased from employees, the excess of the 


consideration paid over the carrying amount of the stock option cancelled is charged to retained earnings. 


Income taxes 


The Company follows the tax allocation method of accounting for corporate income taxes. Deferred income taxes are 
provided to the extent that current taxes have been reduced by claiming amounts, primarily exploration and development 


costs and capital cost allowance, in excess of the related depletion and depreciation recorded in the financial statements. 
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Flow-through shares 


The resource expenditure deductions for income tax purposes related to exploratory and development activities funded by 
flow-through share arrangements are renounced to investors in accordance with income tax legislation. Petroleum and 
natural gas properties and share capital are reduced by the estimated cost of the renounced tax deductions when the 
expenditures are incurred. 

Foreign currency translation 


The financial statements of the UK subsidiary, accounted for as an integrated operation, have been translated into 


Canadian dollars using the temporal method as follows: 
a) monetary items, at the exchange rate at the end of the year; 
b) non-monetary items, at the approximate rate of exchange at the time the transaction occurred; and 


c) revenues and expenses, at the average rate of exchange for the year, except for items relating to the balance sheet 


accounts which are translated at historical exchange rates. 


Any resulting foreign exchange gains or losses have been reflected in the statement of income. 


2. PROPERTY, PLANT AND EQUIPMENT 


1999 1998 

Petroleum and natural gas properties 
Canada $ 78,830,545 $ 61,149,007 
United Kingdom 6,333,205 5195297 
France 368,598 — 
Office 589,592 430,181 
86,121,940 663775152 
Accumulated depletion and depreciation (24,381,143) (18,465,693) 
$ 61,740,797 $ 48,309,466 


Unproved properties in the amount of $12,087,000 (1998 — $7,500,000) have been excluded from petroleum and natural 


gas properties for purposes of calculating depletion. 


3. LONG-TERM DEBT 


1999 1998 
Revolving demand loan $ 5,250,000 $ 5,216,000 
Bankers' Acceptances 16,000,000 11,000,000 
$ 21,250,000 $ 16,216,000 


During the year, the Company increased its credit facility from $18,000,000 to $30,000,000. The credit facility can be 
drawn in the form of a revolving demand loan, tender loans, letters of credit to a maximum of $1,000,000 and Bankers' 
Acceptances. The components of the credit facility bear interest as follows: 

¢ the revolving demand loan bears interest at the prime lending rate (1998 — prime) per annum and is paid in arrears; and 
¢ the Bankers' Acceptances bear interest at the prime acceptance fee rate plus 1/4% (1998 — prime plus 1/10%) per 

annum and is paid in advance. 

The credit facility is reviewed annually by the bank, and, subject to their satisfactory review, and provided certain covenants 
with respect to the Company’s borrowing base are maintained, no principal repayments will be required in the next twelve 


months. Collateral for this credit facility is provided by a general security agreement over the Company's Canadian oil and 


gas properties. 
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4. CAPITAL STOCK 
(a) Authorized 
The Company's authorized share capital is: 
Unlimited number of common shares 


Unlimited number of preferred shares which may be issued in one or more series. The directors are authorized to fix 
the number of shares in each series and determine the designation, rights, privileges, restrictions and conditions 
attached to the shares of each series. 


(b) Issued and Issuable 


1999 1998 
Number Amount Number Amount 
of shares $ of shares $ 
Common shares 
Balance - beginning of year 24,948,117 23,102,016 23,405,354 21,156,263 
Exercise of stock options 739,250 1,597,613 313,000 468,050 
Issued and issuable pursuant to 
flow-through shares (note 4(c)) — — 15355}263 2,710,525 
Tax benefits renounced — (1,209,436) HT (1,022,230) 
Share issuance costs, net of deferred income taxes 
(1999 — $4,374; 1998 — $78,388) — (5,427) =a: (97,369) 
Normal course issuer bid (note 4(d)) (329,900) (302,036) (125,500) (113,223) 
Balance - end of year 25,357,467 23,182,730 24,948,117 23,102,016 


(c) In December 1998, the Company issued 1,355,263 flow-through shares for $2,710,525. As at December 31, 1998, 
$870,525 of the $2,710,525 was held in trust for the Company by its transfer agent, pending the Company issuing the 
flow-through shares and completing the forms prescribed in the Income Tax (Canada) and the Taxation Act (Quebec). 
In 1999, the cash was transferred to the Company on the issuance of the flow-through shares and the completion of 
the prescribed forms. 


(d) In accordance with the Normal Course Issuer Bid filed with The Toronto Stock Exchange, the Company is permitted 
to purchase and cancel up to 1.2 million of its common shares prior to May 24, 2000. During 1999 a total of 329,900 
(1998 — 125,500) common shares were purchased and cancelled, at an average cost of $2.58 (1998 — $1.69) per share. 
The aggregate cost of common shares purchased and cancelled of $862,910 (1998 — $212,121) was recorded as a 
charge against share capital of $302,036 (1998 — $113,223) for the average carrying value of the common shares, with 
the balance of $560,874 (1998 — $98,898) charged against retained earnings. 


(e) The Company's Stock Option Plan provides for a maximum of 4,385,000 common shares to be issued to its 
employees, directors or consultants. As of December 31, 1999, 1,936,750 common shares have been issued since 
inception and 2,488,250 common shares are reserved for issuance pursuant to the Stock Option Plan. The exercise 
price of each option grant shall not be less than the market price of the shares on the last trading day preceding the 
date of the grant. The maximum term provided for stock options under the plan is 10 years. Stock options currently 


outstanding have a maximum term of 4 years and are fully vested after the third year. 
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A summary of the status of the Company’s Stock Option Plan is presented below. 


Notes to Consolidated Financial Statements 


11999 1998 
Weighted Weighted 
average average 
exercise exercise 
price price 
Shares $ Shares $ 
Outstanding - beginning of year 862,000 Ze 1,357,500 2.01 
Granted 1,662,500 PAS 80,000 1.70 
Exercised (739,250) 2.16 (313,000) 1.50 
Expired (102,500) 220 (262,500) 2.02 
Outstanding - end of year 1,682,750 page, 862,000 PAG 
Options exercisable at year end 511,250 822,000 
The following table summarizes information about the stock options outstanding at December 31, 1999. 
Options outstanding Options exercisable 
Weighted Weighted Weighted 
Range of average average Range of average 
exercise exercise Number remaining exercise exercise Number 
prices price outstanding contractual prices price outstanding 
$ $ at 31-Dec-99 life $ $ at 31-Dec-99 

(551012160 212 1,682,750 3.23 years 155ito1 2.65 1.91 D1 280 


(f) Per share information is calculated on the basis of the weighted average of common shares outstanding during the 


year of 25,137,323 (1998'— 23,495 208). 


5. DEFERRED INCOME TAXES 


The provision for deferred income taxes reflect an effective tax rate which differs from combined federal and provincial 


statutory tax rates. The main differences are summarized as follows: 


11999 1998 

Earnings before income taxes $ 8,377,746 Sn IE A OES 

Statutory income tax rate 44.62% 44.62% 

Expected tax expense 3,198,130 790,789 
Increase (decrease) in taxes resulting from: 

Crown royalties 1,484,105 393,680 

Resource allowance (158273991) (528,670) 

Alberta royalty tax credits (324,158) (3072) 

Depletion of non-tax base assets 271,194 123,445 

Other (108,130) 31,328 

$1 35233; 070 $ 680,000 


The Company has non-capital losses, resource pools and tax deductions carryforward of approximately $37,887,464 (1998 
— $33,664,000) in Canada and $4,900,000 (1998 — $5,195,000) 1n the U.K. available for use against future taxable income. 


At December 31, 1999, the Company has $3,895,000 (1998 — $3,002,000) of petroleum and natural gas properties which 


have no income tax basis as a result of renouncements to flow-through share investors. 
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SEGMENTED INFORMATION 


Canada United Kingdom France Total 
$ $ $ $ 

December 31, 1999 

Revenue 28,144,281 1,317,024 —- 29,461,305 
Earnings 4,898,871 (136,225 — 5,035,096 
Identifiable assets 60,090,415 5.1 oh i. 368,598 66,432,188 
December 31, 1998 

Revenue 13,438,181 229,597 -— 13,667,778 
Earnings 1,065,134 (54,259) = 1,010,875 
Identifiable assets 47,012,142 5,367,165 —- 52379 3071 
COMMITMENTS 


Pursuant to gas sales contracts, the Company is committed at December 31, 1999: 


(a) 


(f) 


to supply 2,500 gigajoules (G.J.) (2,370 mcf) of natural gas per day until October 31, 2005. The Company receives a 
blended price based on the average of five United States markets less a buyers fee of $0.025 per G.J. and NOVA 


transportation charges. 


to supply 3,000 GJ. (2,845 mcf) of natural gas per day until November 1, 2000. The Company receives a price of 
Cdn. $3.00/G,J. (3.16/mcef) less NOVA transportation costs including fuel and less $.005/GJ. 


to supply 3,000 GJ. (2,845 mcf) of natural gas per day until October 31, 2000. The Company receives a price of Cdn. 
$2.92/G,J. (3.08/mcef) less transportation costs and a $2,500 monthly marketing fee. 


to supply 3,000 GJ. (2,845 mcf) of natural gas per day until April 1, 2000. The Company receives a price of Cdn. 
$3.44/G,J. (3.63/mcf) less NOVA transportation costs including fuel and less $.005/G,J. 

to supply 1,500 GJ. (1,422 mcf) of natural gas per day until October 31, 2001. The Company receives a blended 
price of three markets less gathering and processing costs. 

to supply 1,500 GJ. (1,422 mcf) of natural gas per day until October 31, 2000. The Company receives the Sumas 


monthly index price less Westcoast transportation, fuel costs and gathering and processing. 


The Company’s annual rents in respect of leases and operating costs in the next four years are as follows: 


$ 
2000 397,636 
2001 314,675 
2002 314,675 


2003 236,007 


PROCEEDS ON PAYOUT OF GAS CONTRACT 


Effective June 1998, the Company received proceeds of $1,224,100 (U.S. $823,721) pursuant to the termination of a gas 


contract by the purchaser. 
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10. 


11. 


FINANCIAL INSTRUMENTS 

The Company's financial instruments recognized in the balance sheets consist of cash, accounts receivable and 
prepaids, accounts payable and accrued liabilities, and long-term debt. The fair values of the financial instruments 
other than long-term debt approximate their carrying amounts due to the short-term maturity of these instruments. 
The fair value of the long-term debt approximates its carrying value due to the cost of borrowing approximating the 
market rate for similar borrowings. At December 31, 1999 the company has included in income unrealized foreign 


exchange gains of $8,565. 


SUBSEQUENT EVENT 


Subsequent to year end the Company acquired certain petroleum and natural gas properties for total cash 
consideration of $13,500,000. This was funded by an increase in the line of credit to $38 million. 


UNCERTAINTY DUE TO THE YEAR 2000 ISSUE 


The Year 2000 Issue arises because many computerized systems use two digits rather than four to identify a year. Date- 
sensitive systems may recognize the year 2000 as 1900 or some other date, resulting in errors when information using 
year 2000 dates is processed. In addition, similar problems may arise in some systems which use certain dates in 1999 
to represent something other than a date. Although the change in date has occurred, it is not possible to conclude that 
all aspects of the Year 2000 Issue that may affect the entity, including those related to customers, suppliers, or other 
third parties, have been fully resolved. 
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Live Yeap Statistical Summany 


OPERATING ACTIVITIES 1999 1998 1997 1996 1995 


Financial 


($000's except share and per share amounts) 


Gross oil and natural gas revenue ($) 29,461 12,444 13,483 12,074 7.226 
Cash flow from operations ($) 14,421 5523 6,106 6,504 2,685 
Per share - basic ($) O57 0.24 O27 (32 $0.16 
Per share - fully diluted ($) 0.54 0.24 O27, 0.31 $0.16 
Earnings ($) 5,035 1,011 970 1,819 136 
Per share - basic ($) 0.20 0.04 0.04 0.09 0.01 
Per share - fully diluted ($) 0.20 0.04 0.04 0.09 0.01 
Capital expenditures ($) 20,556 VO.147 14,603 10,882 5,098 
Total assets ($) 66,432 52.079 41,155 30,047 22,080 
Working capital deficiency ($) 3.012 Pee ANS) howe DM, 367 
Long term debt ($) 21,250 16,216 8,005 2,085 6,248 
Shareholders! equity ($) 315376 26,821 23,963 20,694 12,281 
Common Shares 
Outstanding at December 31 2D o)a)I/ 24,948 23,405 222026 17,860 
Weighted average for year 25,187 23,495 hp PS 20,314 16,738 
Operations 


Average daily production 


Gas production (mct/d) 18,440 9,800 6,320 5,050 5,060 
Oil production (bbls/d) 832 710 964 887 534 
Nel production (bbls/d) 424 310 224 148 86 
Total (boe/d - 6:1) 4,329 2,653 2,241 1,877 1,463 


Reserves (6:1 conversion ratio) 


Proven (mboe) 1271793 11,445 7,440 4,042 3,336 
Probable (mboe) Roo 2 5,295 37082 S27 1,520 
Total (Mboe) T0385 14,738 10,822 5,869 4,856 
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